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Fed continuing to downshift: 31 January-1
February FOMC review

= Fed action: On 1 February, the Federal Reserve (Fed) hiked the fed funds rate by 25bp, to
4.50-4.75%, continuing to slow its pace of rate hikes after four consecutive 75bp rises and
a 50bp increase in December of last year. While the Fed indicated that inflation has slowed,
it remains high. Chair Powell also mentioned that the Federal Open Market Committee
(FOMC) will consider cumulative tightening and economic data on growth and inflation when
making future decisions.

= FOMC statement: The FOMC made some changes to the statement, with the overall tone
indicating that the Fed is not yet done tightening. However, there was a slight change in the
assessment of inflation and no reference was made to the Russia-Ukraine war, implying
that the Fed is not worried about the war’s effect on inflation. Importantly, while Chair
Powell’s opening remarks appeared hawkish, his responses to questions from the media
were relatively less hawkish. He also did not show any concern with regard to easing of
financial conditions.

= Market reaction and investment implications: Equities initially fell after the release of the
statement as markets interpreted it as hawkish. However, during the Q&A, when the Fed
chair sounded dovish, stocks rose and bond yields declined. We believe volatility will remain
high as markets assess labour markets and inflation and their effects on the Fed'’s future
rate hiking path. As a result, we stay active and tactical on duration management to benefit
from yield movements.

= January labour data: The latest employment data were much stronger than expected by
the markets, indicating that the US is not close to a recession. We think the tight labour
report and signs of sticky wages will mean the Fed continues its tightening cycle beyond
the March meeting.

Fed action: rates raised 25bp

The Federal Reserve hiked the fed funds rate by 25bp, to 4.50-4.75%, a step down after the
Fed hiked by 50bp in December. The slowing in the pace of rate hikes was widely expected.
Some modest changes to the FOMC statement were initially perceived as hawkish. However,
Chair Powell's comments at the press conference were not as hawkish as the FOMC statement
and prepared remarks. Post the meeting, risk assets rallied strongly, as Chair Powell did not
show concern about the recent easing in financial conditions (yields falling and stocks rising).
Market reaction was strong: with US Treasury yields down, equity markets rallied and the USD
sold off.

Key takeaways

= The Fed slowed the pace of rate hikes for the second consecutive meeting from 50bp to
25bp, moving the Fed funds target rate to 4.50-4.75%.

= The FOMC statement: Some modest changes were made to the text, but the tone remained
hawkish.

= Press conference: Chair Powell’s tone during the press conference was not as hawkish as
in the FOMC statement and the prepared opening comments.

FOMC statement: Some modest changes to the statement.

There were some changes to the statement. The February statement maintains the previous
guidance, with only a vague hint of a pause coming soon. This is reflected in the replacing of
“pace” with “extent” of future rate hikes. However, by keeping the text “ongoing increases” the
Fed makes it quite clear it is not yet done tightening. The extent of future increases signals the
25bp rate hike is a “return to normal” in the pace of hikes going forward.
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“The Fed In the economic section of the statement, the current assessment of the US economy remained
unchanged. However, there were small changes on inflation. The Fed acknowledged that

ac’m_OWquged inflation has eased somewhat, but warned it remains elevated. The reference to factors behind
that '"ﬂat'_on inflation being elevated — like supply and demand, etc — was deleted.

eased a bit, but

warned that it Another notable part of the statement that changed is the deletion of the reference to the
remains Russia-Ukraine war contributing to upward pressure on inflation and weighing on global
elevated”. activity. This seems to suggest less concern about either its effects on inflation or weak global

economic activity. This may be a nod to the improving growth outlooks for Europe and China.

Finally, they removed the “readings on public health” as a factor in the Committee’s
assessment, an indication the Fed is no longer worried about the pandemic and its impact on
growth and inflation.

Press conference: Powell less hawkish than expected
“Chair Powell’s Chair Powell's opening remarks remained rather hawkish and he reiterated that it will take
substantially more evidence to give confidence that inflation is on a sustained downward path,
a similar tone to that taken in the December press conference. However, during the Q&A, Chair
Powell sounded less hawkish and may have inadvertently sounded dovish. In particular:

initial remarks
were hawkish, but

during the Q&A,

he sounded less = Despite having a few opportunities, Chair Powell did not show concern about the recent
hawkish and did easing in financial conditions. He said the Fed’s focus is not on short-term moves, but on
not appear sustained changes to broader financial conditions.

concerned about = Chair Powell’'s response to a question on whether a pause was discussed during the
easing financial meeting implied that some members of the FOMC were in favour of a pause. He talked
conditions”. about the path to a soft landing with lower inflation without significant economic decline. He

mentioned disinflation several times during the press conference. While he was clearly
referring to goods inflation, this raised the risk of slightly diminishing his concerns about
core services inflation.

= On the other hand, in a slight hawkish push-back to market expectations of a rate cut in Q4
2023, he stated the Fed does not expect to cut rates in 2023 if the economy performs as
expected.

US financial conditions have eased
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Source: Amundi Institute, Bloomberg, as of 3 February 2023. A higher number implies tighter financial conditions,
whereas a lower number implies easier conditions.

2 Marketing material for public use o
Amundi

ASSET MANAGEMENT




Fed continuing the downshift | February 2023

January labour market data

The latest labour market data demonstrate that while leading indicators of recession are
flashing red, the US economy is clearly not close to a recession. In January, the US generated
517,000 new jobs, a much higher number than the market expected (at 189,000). This pushed
the unemployment rate to 3.4%, the lowest level since 1969. Wage growth is slowing, shifting
from an upwardly revised 4.8% in December to 4.4% in January, slightly higher than market
expectations of 4.3%.

We believe there are a few factors contributing to the surprisingly resilient US labour market.
First, corporations remain flush with revenues that are approximately 11% ahead of pre-
pandemic levels. So, firms are still hiring. Second, COVID-depressed sectors, such as leisure
& hospitality and education, continue to rebound, as these are the last remaining sectors where
total employment remains below pre-pandemic levels. Finally, there may be seasonality issues
in the retail and warehousing sector, where we would normally see layoffs following hiring for
the holiday season. We did not see this in the January report.

Investment Implications

We anticipate an uptick in market volatility as investors discount readings on the labour, growth
and inflation fronts, and on the Fed’s reaction function to the economic data.

The overall outcome of the FOMC meeting was in line with our expectations and so does not
change our investment outlook. With Fed policy increasingly data-dependent, the focus will be
on upcoming labour, growth and inflation reports. The tight labour report and signs of sticky
wages will keep the Fed on its tightening cycle beyond the March meeting. It should also lead
to reduced market expectations for rate cuts in the fourth quarter of 2023.

3 Marketing material for public use o
Amundi

ASSET MANAGEMENT




Fed continuing the downshift | February 2023

AMUNDI INSTITUTE

In an increasingly complex and changing world, investors have expressed a critical need to understand better their
environment and the evolution of investment practices in order to define their asset allocation and help construct their
portfolios. Situated at the heart of the global investment process, the Amundi Institute's objective is to provide thought
leadership, strengthen the advice, training and daily dialogue on these subjects across all assets for all its clients —
distributors, institutions and corporates. The Amundi Institute brings together Amundi’s research, market strategy,
investment insights and asset allocation advisory activities. Its aim is to project the views and investment
recommendations of Amundi.

Discover Amundi Institute @

Definitions

= Basis points (bp): One basis point is a unit of measure equal to one one-hundredth of one percentage point (0.01%).

= Monetary policy reaction function: A function that gives the value of a monetary policy tool that a central bank chooses, or is
recommended to choose, in response to some indicator of economic conditions

O Quantitative tightening (QT): QT is a contractionary monetary policy aimed to decrease the liquidity in the economy. It means that a CB
reduces the pace of reinvestment of proceeds from maturing government bonds. It also means that the CB may increase interest rates as
a tool to curb money supply.

= Volatility: A statistical measure of the dispersion of returns for a given security or market index. Usually, the higher the volatility, the riskier
the security/market.

Important information

This document is solely for informational purposes. This document does not constitute an offer to sell, a solicitation of an offer to buy, or a
recommendation of any security or any other product or service. Any securities, products, or services referenced may not be registered for sale
with the relevant authority in your jurisdiction and may not be regulated or supervised by any governmental or similar authority in your jurisdiction.
Any information contained in this document may only be used for your internal use, may not be reproduced or redisseminated in any form and may
not be used as a basis for or a component of any financial instruments or products or indices. Furthermore, nothing in this document is intended
to provide tax, legal, or investment advice. Unless otherwise stated, all information contained in this document is from Amundi Asset Management
S.A.S. and is as of 6 February 2023. Diversification does not guarantee a profit or protect against a loss. This document is provided on an “as is”
basis and the user of this information assumes the entire risk of any use made of this information. Historical data and analysis should not be taken
as an indication or guarantee of any future performance analysis, forecast or prediction. The views expressed regarding market and economic
trends are those of the author and not necessarily Amundi Asset Management S.A.S. and are subject to change at any time based on market and
other conditions, and there can be no assurance that countries, markets or sectors will perform as expected. These views should not be relied
upon as investment advice, a security recommendation, or as an indication of trading for any Amundi product. Investment involves risks, including
market, political, liquidity and currency risks. Furthermore, in no event shall Amundi have any liability for any direct, indirect, special, incidental,
punitive, consequential (including, without limitation, lost profits) or any other damages due to its use.

Date of first use: 6 February 2023.

Document issued by Amundi Asset Management, “société par actions simplifiée”- SAS with a capital of €1,143,615,555 - Portfolio manager
regulated by the AMF under number GP04000036 — Head office: 91-93 boulevard Pasteur — 75015 Paris — France — 437 574 452 RCS Paris —
www.amundi.com.
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